BRITISH BANKING AND FINANCE,  1793-1931           525

actions in London in the eighteenth century, and in the nine-
teenth century the use of it steadily spread throughout the rest
of the country. The use of cheques was facilitated by the
branch banking system. Not only could branch banks offer
facilities to customers in relatively small and remote places
with all the solidity of a big capital and extensive business, but
a bank with a head office in London or in an important provin-
cial centre could provide efficient clearing facilities for all its
branches.

In 1853 the London Clearing House Banks adopted the
practice of paying the daily clearing balances by cheque on
the Bank of England instead of with Bank of England notes.
The cash reserves of the clearing banks came to be held mainly
in the form of deposits at the Bank of England. Bank-notes
came chiefly to be used as the pocket money of rich men and
as the means of payment at country fairs.

Nevertheless, the Bank of England note retained a special
importance on account of the intimate relation established
between it and the gold reserve by the Act of 1844. When
Bank of England notes passed into active circulation the effect
was to diminish the reserve in the Banking Department in
exactly the same way as when gold coin was withdrawn. When
gold was taken from the Bank for export, the consequent reduc-
tion in the issue of notes by the Issue Department was immedi-
ately reflected in an equal reduction in the Banking Department's
reserve.

The new system established by the Act of 1844 was soon to be
exposed to a severe test. The crisis of 1839 had been followed
by a trade depression. It was not quite so protracted as that
which had followed the crisis of 1825 and had lasted till 1833,
and by 1844 there were signs of reviving activity. The Banking
Department of the Bank of England was to conduct itself 'like
any other bank'. It proceeded to apply this principle by fixing
bank rate at a competitive rate. Formerly bank rate had never
been reduced below 4 per cent. At times of depression,, when
the demand for credit had dwindled, so that the market rate
had been much lower, practically no bills had been discounted